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SUBJECT: Enterprise Zones/Extension O Los Angel es Eastside Enterprise Zone

SUMVARY

This bill would require the Trade and Commerce Agency (TCA) to expand the Los
Angel es Eastside enterprise zone. Taxpayers within the area of this zone would
be eligible for the tax benefits currently allowed to all taxpayers within

exi sting enterprise zones.

EFFECTI VE DATE

This bill would be effective January 1, 2001.

SPECI FI C FI NDI NGS

Under the Government Code, existing state |aw allows the governing body of a city
or county to apply for designation as an enterprise zone. Using specified
criteria, the TCA designates enterprise zones fromthe applications received from
the governing bodies. Enterprise zones are designated for 15 years (except
enterprise zones neeting certain criteria my be extended to 20 years), and TCA
has desi gnated each of the 39 enterprise zones authorized under existing |aw

When an enterprise zone expires, TCA is authorized to designate another in its

pl ace (or redesignate the existing zone) to maintain a total of 39 enterprise
zones. TCA may approve the geographi c expansion of enterprise zones up to 15%in
size and, for certain small enterprise zones, up to 20%in size.

Under the Revenue and Taxation Code, existing state |aw provi des special tax
incentives for taxpayers conducting business activities within an enterprise
zone. These incentives include a sales or use tax credit, hiring credit,
busi ness expense deduction, special net operating |loss treatnment, and net
interest deduction. In addition, a wage credit may be clained by specified
enpl oyees of busi nesses operating within an enterprise zone.

This bill would require the TCA to extend the Los Angel es Eastside enterprise
zone. This bill would specify that all references in the Revenue and Taxation
Code to the enterprise zone section would apply to the extension created by this
bill, thus extending the existing enterprise zone tax benefits to taxpayers in

t he expanded boundari es of the zone.
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Pol i cy Consi derati ons

Enterprise zones are designated for a period of 15 years. The existing Los
Angel es Eastside enterprise zone was designated as such January 11, 1988,
and is set to expire January 11, 2003. As a result, if the Eastside Los
Angel es enterprise zone is not re-designated as an enterprise zone prior to
its expiration, the extension area provided for by this bill would be
eligible for the tax incentives of the enterprise zones for only a short
period of tine.

| npl emrent ati on Consi der ati ons

This bill would extend the Eastside Los Angel es enterprise zone, however,
the term“extend” is anbiguous and could nean that the bill would expand the
boundries of the Eastside Los Angeles enterprise zone, or it could nean an
extension of the expiration date, or it could be both expanding the
boundari es and extending the expiration date. Discussion with author’s

staff indicated it’s the author’'s intent that this bill expand the
boundari es of the Eastside Los Angel es enterprise zone, as a result,

consi deration should be given to anending the bill to clarify the author’s
i ntent.

Once the inplenentation concern is resolved, incorporating the expanded
boundaries into the existing zone programafter it has been designated by
TCA woul d be done during the departnent’s annual updates.

FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Revenue | osses fromthis bill are projected as foll ows:

Esti mat ed Revenue | npact of AB 1959
Taxabl e Years Assunmed After 12/31/1999 and
Enact ment After 6/30/2000
(In $M I 1ions)
Fi scal Years 2000- 01 2001- 02 2002- 03
Revenue | npact (Negl i gi bl e) (M nor) (%$0.5)

(Negligi ble) means|ess than $50,000; (Minor) less than $250,000.

Any possible changes in enploynent, personal inconme, or gross state product
that mght result fromthis provision are not taken into account.
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Tax Revenue Di scussi on

Revenue | osses under the Personal |nconme and the Bank and Corporation tax | aws
would largely depend on the nunber of businesses that would purchase
qualifying property subject to the sales tax, the anount of wages paid to
qgual i fying enpl oyees, and the state tax liabilities of enployers claimng tax
benefits.

Total revenue loss for the 38 designated zones was $39 mllion (average of
over $1 mllion per zone) for tax year 1996. Because this extension applies to
a significantly depressed area, revenue |osses would nost |ikely be bel ow the
average in the initial years of zone designation. Allowance was rmade for new
busi nesses that mght start up in future years.

POSI T1 ON
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